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Item 1.01 Entry into a Material Definitive Agreement

On February 24, 2006, the Company entered into an agreement with SHF IX, LLC, which amended its Amended and
Restated Loan and Security Agreement, dated as of November 28, 1994, as amended, to extend the maturity of the
Company’s senior debt to May 1, 2006. The agreement provides for payments to SHF IX of $25,000 on February 24,
2006, which has been made, as a credit against expenses, and payments of $112,500 on each of February 28, 2006,
which has been made, March 31, 2006, and May 1, 2006, on account of the Company’s senior debt. As part of the
extension, SHF IX agreed to continue the current deferral of interest on senior debt. SHF IX is the successor to the
Company’s former senior lender, Wells Fargo Foothill, Inc.

As a condition to the extension, the Company agreed to continue to take steps to effect a restructure of the senior debt
in a manner which results in the payment of a significant portion of the senior debt and the issuance of secured debt
and equity for the balance of the senior debt on specified terms. The agreement contemplates that the Company will
meet certain milestones that are directed at effecting such a restructure.

Any such restructure will require the Company to obtain financing from a new investor. As previously announced, the
Company has retained an investment banker and is actively seeking such an investor, although the Company cannot
give any assurance that it will be able to obtain an investor on terms that are acceptable to SHF IX. In the event that
the Company is successful in negotiating an agreement with an investor, it is likely that the Company will be required
to issue a significant number of shares of common stock or convertible securities which would result in very
significant dilution to the Company’s present stockholders.
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